Singapore is a first-generation newly industrialized economy (NIE) with one of the highest per capita incomes in the world. Indonesia, Malaysia and Thailand are second-generation tigers which were integral parts of the World Bank-designated East Asian Miracle, along with Japan, Korea, Taipei, Hong Kong and Singapore. The Philippines has long lagged the other major market economies of the region but its performance has improved in recent years. Viet Nam has been one of the world's fastest-growing economies since it adopted doimoi market reforms in the late 1980s. 2) Although there is a great deal of heterogeneity within ASEAN in terms of income and development level, the region as a whole has grown rapidly on a sustained basis for decades, along with the rest of East Asia. While there are a number of reasons for ASEAN's success, one central element has been high degree of openness to trade. Sustained rapid growth has enabled the region to reduce poverty on a widespread scale and spread the fruits of growth to a broad segment of the population.
Although ASEAN's overall track record of economic performance has been broadly impressive, especially in comparison with other parts of the developing world, the Asian financial crisis of [1997] [1998] 1) ASEAN is a geopolitical and economic organization which was established in 1967 by Indonesia, Malaysia, Philippines, Singapore and Thailand. ASEAN has since been expanded to include Brunei Darussalam, Cambodia, Lao PDR, Myanmar and Viet Nam. Therefore, ASEAN now covers the whole of Southeast Asia. 2) The ASEAN-6-Indonesia, Malaysia, Philippines, Singapore, Thailand and Viet Nam -accounts for the lion's share of ASEAN's GDP. Cambodia and Lao PDR are also liberalizing their economies and growing faster as a result. The two other smaller economies of the region -Myanmar and Brunei Darussalam-are special cases. Myanmar is isolated from the world economy and the latter is a wealthy oil-rich micro state.
dealt a severe blow to the region's sky-high self-confidence. It is true that the region has staged a V-shaped recovery from that crisis, fueled by robust exports to US and other markets outside the region.
Nevertheless, there has been a tangible loss of dynamism and momentum since the crisis from which the region has yet to fully recover. For example, investment rates have fallen markedly throughout the region and while growth performances have been strong, they are still below the very high rates of the immediate pre-crisis period. Even if we account for the possibility of pre-crisis over-investment and general overheating, there is a widespread perception of a drop-off in the region's potential GDP growth rate since the crisis.
Giving further cause for pessimism within ASEAN is the explosive rise of China and India as competitive threats. China in particular is viewed as a serious threat to the region's traditional engine of growth -export-oriented manufacturing. The stunning rise of China as a global manufacturing center, initially powered by an abundant pool of industrious low-wage workers but fast moving up the technology ladder and producing an ever wider range of more sophisticated products, pose a threat not only to market shares in key third-country markets such as the US but also to domestic market shares. Another Although regional cooperation and integration in East Asia was well under way before the global crisis, the crisis has given it a big additional push. The crisis has had a severe negative short-run impact Developing East Asia's unexpectedly speedy and robust recovery is lending further credibility to the potential of intra-regional trade as an engine of demand and growth. Unlike Asian crisis, the region was unable to export its way out of a recession this time around.
In fact, what makes the region's recovery all the more remarkable is that it has taken place against the background of persistent fragility and uncertainty in US, Europe and Japan. While it would be going too far to view the region's superior post-crisis performance as definitive proof of decoupling between the region and the industrialized countries, it does suggest that the region's economy has a life of its own, to a much greater degree than previously thought. The theory of economic integration is anchored in the theory of customs union, formally developed by Viner (1950) . The defining feature of regional economic integration is the progressive removal of barriers to the free movement of goods, services, capital, and labor among the economies of a region.
In theory, a customs union has both positive and negative welfare effects. In the example of AKFTA, the positive effect-i.e. trade creation-arises from Malaysia's replacement of higher cost domestic products with lower cost imports from Korea. The negative effecti.e. trade diversion-occurs when Korea replaces low cost imports from the US with higher cost imports from Thailand. Whether a customs union is beneficial on the whole depends on which effect is larger. Static factors are important in assessing the one-off change in welfare arising from the establishment of a customs union. These include the size of the free trade area, geographical proximity, levels of economic development, complementarity of economic structures, tariff structures, and the substitutability between products of members and products of non-members. We now apply the various static criteria to ASEAN's potential FTAs with the Big Three. However, it should be noted that even AKFTA has quite a sizable joint GDP. with China, Japan and Korea, which bodes well for intra-regional trade.
Pre-FTA trade
While the very purpose of FTA is to stimulate trade among member, the level of pre-FTA trade among member countries has a significant effect on the incentives of countries to form an FTA.
Intuitively, countries which trade heavily with each other, or which have the potential to do so, stand to gain the most from removing barriers to trade. 
Substitutability of products
Substitutability is defined as the production of similar but differentiated products. products from the rest of the world. This is especially true for Japan and Korea which are technologically at similar levels to US and EU, and thus produce many similar manufacturing goods. In addition, there is also significant potential for Japan and Korea to substitute agricultural and food products from ASEAN for those from the rest of the world. Note: The RCA index is defined as the ratio of the share of a country's total exports of a commodity in its total exports to the share of world exports of the same commodity in total world exports. ROW refers to rest of the world. Source: Authors' calculations based on data from United Nations ComTrade Database (accessed 10 January 2013). Note: The index measures the degree to which the export pattern of one country matches the import pattern of another. It is derived by getting the sum of the absolute value of the difference between the import shares and the export shares for each product category of two economies, divided by two and multiplied by 100. Source: Authors' calculations based on data from United Nations ComTrade Database (accessed 10 January 2013).
Complementary economic structures
According to Meade (1955) countries. Therefore, economic structure favors ACFTA over AJFTA and AKFTA. However, both Japan and Korea also have economic structures which are relatively complementary with that of ASEAN, although less so than that of China.
Pre-FTA tariff rates
According to theory, the net welfare gains from FTA will be bigger the higher the pre-FTA tariff rates among members and the lower and less disparate the tariff rates against non-members. Regardless of whether static effects alone or dynamic impacts are considered, a common finding is that the larger the FTA, the bigger the total welfare gains accruing to members. A bigger collective economic size enables larger gains from trade creation. This is true for studies which look only at static effects as well as studies which also consider dynamic effects (Cheong 2003; Ando et al. 2006; Ando 2009 , Lee et al. 2004 , Gilbert et al. 2004 Francois et al. 2008; Lee et al.2008; Kawai et al. 2008) . In terms of the distribution of income and welfare gains from FTA, some studies find that ASEAN as a group fares better than the Big Three (Ando et al. 2006; Cheong 2003 ) but other studies find that China, Japan or Korea outgain ASEAN (Choi et al. 2003; Lee et al.2008) . Studies which look at individual ASEAN economies also differ as to which economy would benefit the most. The literature clearly shows that ASEAN stands to gain the most from ASEAN+3 FTA. However, the literature is still divided in terms of which of the Big Three is the most ideal bilateral partner for ASEAN. There are studies which find that the best partner for ASEAN is China (Lee et al. 2008 , Kawai et al. 2008 ), but for others it is Japan (Ando et al. 2006) or Korea (Cheong 2003) .
Empirical framework and results
In addition to the traditional static model 3) which analyzes the one-off effect of FTA on output and welfare, we also run a capital accumulation CGE model which is designed to capture capital accumulation effects over time as well as static effects. This model
3) The adopted GTAP model assumes constant returns to scale (CRS) technology, perfect competition, and a global bank designed to achieve a balance between world savings and investment. The three production factors (land, labor, and capital) are assumed to be mobile across sectors within a country but immobile across borders. Aggregate household expenditure is determined as a constant share of total regional income. The household maximizes utility subject to its expenditure constraints. The constant difference of elasticities (CDE) consumer demand system is designed to capture differential price and income responsiveness across countries. International trade is linked through Armington substitution and aggregated by constant elasticity of substitution (CES) composite import function. Product differentiation between imports by region of origin allows for two-way trade across regions in each tradable product. With respect to data, the world economy was aggregated into 10 sectors and 7 regions in our CGE model analysis. They are described in Table 6 . The social accounting data are based on the GTAP version 7 database which provides global production and trade data with 2004
as a base year. In order to quantitatively measure the effects of the various potential FTAs in East Asia, we assume that both import tariffs and export taxes between members are eliminated, but trade barriers between members and nonmembers remain. We now report and discuss the results of applying the CGE model to assess the output and welfare effect of the various proposed FTAs, which are shown in Table 7 . We first look at the results of the static CGE model, which looks at the static or one-off effects of the FTAs.
ACFTA delivers higher GDP gains for ASEAN, relative to the baseline, than either AJFTA or AKFTA. ACFTA also delivers higher GDP gains for ASEAN than A+3FTA. From the viewpoint of the Big Three, AKFTA delivers bigger GDP gains for Korea than ACFTA for China or AJFTA for Japan. For both Japan and Korea, A+3FTA delivers bigger GDP gains than their respective bilateral FTAs with ASEAN. In terms of welfare gains, ACFTA is more beneficial for ASEAN than AJFTA or AKFTA but A+3FTA is the most beneficial for all. Among the three bilateral FTAs, Korea experiences the highest welfare gains in percentage terms while Japan is the biggest welfare winner in dollar value terms. Both Japan and Note: '%' refers to percentage deviation from the baseline and `US$ million' refers to the value of deviation from the baseline. Estimated GDP and welfare effects of the FTAs on NAFTA, EU and rest of the world are available from authors upon request. Source: Authors' estimates Table 7 . Output and Welfare Effects of ACFTA, AJFTA, AKFTA and A+3FTA Korea enjoy higher welfare gains from A+3FTA than from their bilateral FTAs with ASEAN. However, for China, the welfare gains from ACFTA are substantially higher than those from A+3FTA.
Overall, the results imply that ASEAN, Japan and Korea would prefer A+3FTA whereas China would prefer ACFTA. At the same time, ASEAN's most preferred bilateral FTA is ACFTA.
We now report and discuss the results of the dynamic CGE model which incorporates the effects of FTAs on capital accumulation. As Table  7 . However, considering the negative effects of the ASEAN+1 FTAs on the Big Three and expected negative effects of possible FTA among China, Japan, and Korea on ASEAN (see Table 4 However, the more fundamental finding from our analysis is that all three bilateral FTAs will deliver substantial output and welfare gains for ASEAN. China, Japan and Korean also experience sizable benefits from their bilateral FTAs, thus bilateral FTAs are in their self-interest.
In an ideal world, ASEAN and the Big Three would be working together to establish the A+3FTA which would bring together virtually all the major economies of East Asia into a single free trade area. While intra-East Asian trade integration has already reached fairly high levels, setting up the A+3FTA would give a further push to trade integration. The creation of an A+3FTA becomes even more critical as economies of large export destinations, namely, the US and EU, remain weak. There is a need to fast track initiatives toward an A+3 FTA to lessen dependence from the US and European economies and hence, vulnerability to the effects of crisis originating from those advanced economies. An A+3 FTA will provide a growing and relatively stable market for the region. 
